Internal Revenue Service Department of the Treasury
Director, Exempt Organizations P.O. Box 2508 - EP/EO

Cincinnati, OH 45201

Date: UCT O 2 2001

Employer Identification Number:

Parson to Contact ~ I.D. Number: -~

!

Contact Telephone Numbers:

"

Dear Sir or Madam:

We have cunsidered vour applicatior — - temption frem
Federal income tax under the provis = ’ . (3) of the
Inrernal Revenue Code of 1986 and i - . lax
Regulaticons. Based on the availabl » determined
that you do not qualify for the re:i . losure I.
Consideration was given to whether you yuaaissy «-- ... tion under

other subsections of section 501 (c) of the Code. However, we have
concluded that you do not qualify under another subsection.

a5 your organizetion has not established exemption from Federal income
tax, it will be necessary for you to file an annual income tax return
on Form 1041 if you are & Trust, or Form 1120 if y~- -a a corporation
or an unincurporated association. Contributions t are not
deductible under section 170 of the Code.

rf you are in agr-ement with cur proposed denial, please sign and

return one copy of the enclosed Form 6018, Consent to Proposed Adverse
rcotion. y

Ye have the right to protest this proposed determination if you
palieve it is incorrect. To protest, you should submit a written
appesal giving the tacts, law and other information to support your
positicon as explained in the enclosed Publication 892, “Exempt
Grganizations Appeal Procedures for Unagreed Issues.” The appeal must
be submitted within 30 days from the date of this letter and must be
signed by cne of your principal officers. You may request a hearing
with a member of the office of the Regional Director of Apreals when

vou file pyour appeal. If a hearing is requested, yod will be

. sta-ted t- acrange a date for it. The hearing may be neld ac the
cesicpnal 7o i-me or, 1f you regquest, at any mutually convenient
nisrrier L iice. 1f you are to be represented by someone who 1s not

of{ your principal ~<ficers, he or she must file a proper power of
artcrney and otherwise qualify under our Conference and Practice
Pequiz=mrents as set forth in Section 601.502 of the Statement of

¢ =g .ira. Rules. See Treasury Department Circular No. 230.




If you do not protest this proposed determination in a timely manncr,--
it will be considered by the Internal Revenue ‘Service as a failure tc
exhaust available administrative remedies. Section 7428 (b) (2) of the
Internal Revenue Code provides, in baxt,'that:

A declaratory judgement or decree under this section shall
not be issued in any proceading unless the Tax Court, the
Claims Court, or the district court of the United States
for the District of Columbia determines that the
organization involved has erhausted administrative remedies
available to it within the Internal Revanue Service.

If we do not hear from you within the time specified, this will become
our final determination. 7Tn that even., apprspriate State officials

will be notified or this action in accordance with the provisions of
section 6lu4(c) of the Code.

Sincerely,
S P28,
- /;ﬁélzezab~_

Director, Exempt Organizations

Enclcsures: 3
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FACTS

Your organization has submitted an organizing document adopted by your Board on SENESEEESS. Your
purpose as stated in your organizing document is that you are established exclusively for charitable
purposes, including, for such purposes, making of distributions to the organization that qualify as exempt
organizations under section (to be determined). This document has not been filed with the State and to

our kncwledge, there are no other governing instruments. You stated in your letter dated G
that you are not a corparation; you are a sole proprietorship.

To carry out your purpose you propose to conduct the following activities:

a. Constructing re s is your primary activity. Thedaimimmg are made with
people’s loved ones name on them and then placed in ST Each
s ill also have your IR You make the M@ at cost. The
W are then soid to the general public. The selling of the S part of your
fund raising. Your charitable purposa is to give the money raised by selling memorial
items to needy families in your area.

b. A G race called
@l il be a fundraising activity. All proceeds will go to area children and their families

in QU Based on the information in the flyer attached to your application
you will charge the following fees:

1. Race Fees - S8 per class, day of races
2. Race Fees - S@per class if pre-registered
3 Gate Fees - or $5 and a new toy

c. Making memuoriai rocks is your otner pianned activity.

You stated that yourse!f, il and other family members would conduct all activity. You have
indicated that it is questionable as to whather you or uther board members will be compensated. You
have, however allowed for salaries in your proposed budgets for the years @illand GEED

Substantial'ly all of your financial support will come from the selling of R =nd other
N 2nd ar: 2nnual QY race. :

Law

Section 501(c)(3) of the code provides for the exemption of organizations organized and operated
exclusively for “charitable” purposes.

Section 1.501(c)(3)-1(e)(1) of the regulations provides that an organization may meet the requirements of
section 501(c)(3). although it operates a trade or businass as a substantial part of its activities, if the
operation of such trade or business is in furtierance of the organization's exempt purpose or purposes

- and if the organizalion is not organized and operated for the primary purpose of carrying on a unrelated
trade or business, as defined in section 513 of the Code. This section further provides that an
organization that is organized and operated for the primary purpose of carrying an unrelated trade or
business is not exempt under section 501(c)(3) even though it has certain charitable purposes, its
property held in common, and its profits do not inure to the benefit of individual members of the
organization.
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Section 511(a) of the code imposes a tax on the unrelated business taxable income of certain
organizations which are otherwise exempt from tax under section 501(a) of the Code, which is derived
from any unrelated trade or business regularly carried on by such organizations.

Section 513(a) of the Code defines “unrelated trade or business” as any trade or business the conduct of
which is not substantially related (aside from the need of such organization for income or funds or the use
it makes of the profits cerived) to the exercise or performance by such organization of its charitable,
educational or other purpose or function constituting the basis for its exemption under section 501, with
certain exceptions not here relevant. It further provides that the term “trade or business” has the same
meaning it has in section 162, and generally includes any activity carried on for the production of incorne
from the sale of goods or the performance of services.

Section 1.513-1(a) of the regulations states, in part, the income of an exgmpt organization is subject to
the tax imposed by section 511 of the Code if three conditions are present with respect to such income:
(1) the income must be from 3 trade of business, (2) the trade or business must be regularly carried on by
the organization, and (3) the trade or business is nui senaisntisiycanine ioslds fruty Bva nesd of the

organizaticn for income or funds or the 1isa it makas of the profits derived) to the exercise or performance
by the organizgtion of the purpose or function which constitutes the basis for its exemption from tax.

Section 1.513-1(b) of the regulations provides that the term “trade or business” has the same meaning it
has in section 162, and generally includes any activity carried on for the progustion of income from the
sale of goods or performance of services. Itis further provided that activities of producing or distributing
goods or performing services from which a pariic siar amount of gross income is derived dc not lose
identity as wade or busingss merely becauss thay are carried on within a larger complex of other
endeavors which may, or inay not, be related to the exempt purpose of the organization

Section 1.513-1(d)(1) of the reguiations provices that gross income derives from “unrelated trade or
Husiness”. within the meaning of section 513(a), if the conduct of the trade or business which produces
the income is not substantially related (other than through the production of funds) to the purposes for
which exemption is granted. The presence of this requirement racessitates an‘examination of the
relationship between the business activities which generate the particular income in question—the
aclivities, that is, of producing or distributing the goods or performing the services involved—and the:
accompiishment of the organization's exempt purposes. : :

4 4
Saction 1.513-(d)(2) of the regulations provides tnat rade or Lusiness is “leiated” o exempt purpases, in
the relevant sense, only where the conduct of the business activities has causal relationship to the
achievement of exempt purposes (other than through the production of income); and it is substantially
related: for purposes of section 513, only if the casual relationship is a substantial one. Thus, for the
conduct of trade or business from which a particuiar amount of gross income is derived to be substantially
relate~ 1o purposes for which exemption is granted, the production or distribution of the goods or the
perfoi .ance of the services from which the gross income is derived must contribute importantly to the
accomplishment of those purposes. Where the production or distribution of the goods or the perforinance
of the services does not contribute importantly to the accomplishment of the exempt purposes of an
organization, the income from the sale of the goods or the performance of the services does not derive
from the conduct of related trade or business. Whether activities produclive of gross income contribute
‘mportantly 1 the accomplishment of any purpcse for which an ¢ )anization is granted exemption
depends in each case upon the facts and circumsiances involved

An organization is not operated exclusively for charitalie purposes, and thus will not qualify for exemption
under secton 501(c)(3), if it has a single non-chantable purpose that is substantial in nature This is true
ragardless of the number or importance of the organizations' charitable purposes. Better Business
Bureau v. United Siates, 326 U.3. 278 (19 7); Stevens Bros. Foundation, Inc. v. Commissioner. 324 F.2d
633 (B Cir. 1963), affg. 39 T.C. 93 (1962), Cert Denied, 376 U.S. 969 (1964).
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In Revenue Ruling 73-105, 1973-1 C.B. 264, it was held that the sale cf scientific books and city
souvenirs by a museum of folk art exempt from tax under section 501(c)(3) of the Code constituted
unrelated trade or business even though other items sold in the museum shop was related to its exemnt
function. This ruling suggested considering separately each item sold by the museum shop te determine
the item’s relatedness to the museum's exempt function of enhancing the public’'s understanding and-
appreciation of art. The ruling noted that scientific book and souvenir items relating to the city where the
museum was located had no causal relationship to art or to artistic endeavor and, therefore, the sale of
those items did not contribute importantly to the accomplishments of the museum's exempt educational
purpose. The fact that scime of these items could, in a different context, have been held related to the
exempt educational purpose of some other exempt educational organization did not change the
conclusion thal, in this context, they did not contribute to the accomplishment of this organization's
exempt educational purpose. ' :

Conclusion

'n order to qualify for exemption under section 501(c)(3) of the Code, you must establish that you are
organized and operated exclusively for religious, charitable, or educational purposes and tha! no part of
your net earnings inure to the henefit of a private individual or sharehclder

You have failed to es!ablish *hat ;your primary activity, the making and selling CEEEIEEEEENY: s
other than an ordinary trac o business regularly carried on for the production of income and
substantially unreiatec to any exclusively religious, educational, or otherwise charitable purpose within the
meaning of sechon 501(c)(3) of the code. You have stated *hat one purpose of this activity, whic'
consumes all your time with the exception of SEGGEGGENEERENE . ich consumes a small
arnount of tine. i3 to produce the income needed ta conduct your other activities consisting making
donations to rieedy tamilies  The only causal relations hip between your non-charitable business activities
and your other purported exe.ript functions is that the GRS Will produce income that is
needed in order to conduct your other actwvities. Section 513(a) as the Code provides that the business
activity must be subcianhally related aside from the need of the organization for income or funds or the
ter ot tnakes of the profits derived. ' '

Becaizse your prinary activity, the sa'e ot Gl Y 2 d SRR s = non-
_hamable purpeL= that s substantial in nature, and you have failed to establish that your activities are-
smeryse exclisively religious. charitable or educational in nature, you do not qualify as an organization
conenbedin < 2ctien 501 ()(3) of the Code See, Betler Business Bureau, cited above.
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2‘”"‘}\6018983 Department of the Treasury - Internal Revenue Service
(Rev. Aug. 1983) Consent to Proposed Adverse Action
(All references are to the Internal Revenue Code)

“Case Number Date of Latest Determination L etter

Employer Identification Number Date of Proposed Adverse Acticn Letter

4 CT 02 2001

Name and Address of Organization

A
P e d
e —

| consent to the proposed adverse action relative to the above organization as shown below. |
understand that if Section 7428, Declaratory Judgements Relanpgnto Status and Classification of
Oéga«..zahcins under Section 501(c)(3), elc. applies, | have the right 12 protest the proposed
adverse action.

NATURE OF ADVERSE ACTION

v | Denial of exemption

[ ! Revocation of exemption, effective.

1 Modification of exemption fram section 501(c)( ) to section 501(c)( ), effective

i 1 Classification as a private foundation described in section 539(a), effective *™**

i 1 Jlassification as an private uperating foundation described in sections 509(a) and 4942(j)(3). effective for

- Classification as an organizatic  scribed in section 509(a)( ). effective

Classification as an organization described in section 170(b)(1 AN ). effective

if you agree to the adverse action shown above, please sign and return this consent. You should
keep a copy for your records.

If you sign this consent before you have exhausted your administrative appeal rights, you may
lose your rights to a declaratory judgement under section 7428. '

(Signature instructions or Back) -

Name of Organization:

Signature and Title Date
Signaturc and Title e Date

Form 6018-C.G. (Rev. 8-83)




